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The Secretary of the Treasury, the Director of the Ofice of
Management and Budget, and the Conptroller CGeneral established the
Federal Accounting Standards Advi sory Board (the FASAB or "the
Board")in Cctober 1990 to consider and recomend accounting
principles for the United States Governnent.

The Board communi cates its recomendati ons by publi shing
recomended accounting concepts and standards after considering
the financial and budgetary informati on needs of Congress,
executive branch agencies, and other users of federal financial

i nformati on. The Board al so considers comments fromthe public
on its proposed reconmendations, which are published for conment
as "exposure drafts.” The three officials who established the
Board then deci de whether to adopt the recommendations. If they
do, the standard is published by the OMB and the GAO and becones
effective.

Addi ti onal background information is available fromthe FASAB

i ncluding: (1) the "Menorandum of Understandi ng anong the
Ceneral Accounting Ofice, the Departnment of the Treasury, and
the Ofice of Managenment and Budget on Federal Governnent
Accounting Standards and a Federal Accounting Standards Advisory
Board" and (2) the "M ssion Statenent of the Federal Accounting
St andards Advi sory Board."
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EXECUTI VE SUMVARY

Thi s docunent establishes standards for preparing Managenent's

Di scussion and Analysis (MD&A). NMD&A is an inportant vehicle for
(1) communi cating managers' insights about the reporting entity,
(2) increasing the understandability and useful ness of the
general purpose federal financial report (GPFFR),! and (3)
provi di ng under st andabl e and accessi bl e information about the
entity and its operations, service |levels, successes, challenges,
and future. Sone federal agencies also refer to MD&A as the
"overvi ew. "

The basic concept that underlies the standards for NMD&A is:

Each general purpose federal financial report (GPFFR)
shoul d i nclude a section devoted to nmanagenent's

di scussion and analysis (MD&A). It should address the
reporting entity's perfornmance neasures, financial
statenents, systens and controls, conpliance with | aws
and regul ations, and actions taken or planned to
address probl ens. The di scussion and anal ysis of these
subj ects may be based partly on information contained
in reports other than the GPFFR. MD&A al so shoul d
address significant events, conditions, trends and
contingencies that nmay affect future operations.

A separate docunment titled Concepts for Management"s Discussion
and Analysis expl ains the conceptual basis for the role and

i nportance of MD&A, the general content of the GPFFR, and the

el ements of MD&A. The concepts provide a foundation for the
standards presented in this docunent. The concepts include
suggestions about the contents of NMD&A, but those suggestions are
not accounting standards or principles for federal reporting
entities. In particular, the concepts are not "prescribed

gui del i nes" for required supplenentary information as di scussed
in section 558 of the Codification of Statements on Auditing
Standards published by the Anerican Institute of Certified Public
Accountants (AICPA). The only standards and prescri bed gui delines
for MD&A are in paragraphs 0-8 of this docunent.

The term "general purpose federal financial report,” abbreviated GPFFR, is
used as a generic term to refer to the report that contains the entity's
financial statenents that are prepared and audited pursuant to the CFO Act of
1990, as amended. Entities may refer to these reports using different terns,

such as "Annual Report,"” "Accountability Report,"” "Financial Managenent
Report,"” etc. Paragraphs 54-112 and Appendix 1 of Statenment of Federal
Fi nanci al Accounting Concepts 2, Entity and Display, describe and illustrate

the contents of the GPFFR
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EXECUTI VE SUMVARY

The st andards
requi red supp

-- t he
-- t he
-- t he

-- t he
and

-- t he

require MD&A to be included in each GPFFR as
enmentary information (RSI). MD&A shoul d address:

entity's mssion and organi zati onal structure;
entity's performance goals and results;
entity's financial statenents;

entity's systens, controls, and | egal conpliance;

future effects on the entity of existing,

currentl|y-known demands, risks, uncertainties, events,
conditions and trends.

The di scussion and anal ysis of these subjects nmay be based on
information in other discrete sections of the GPFFR or it nay be
based on reports separate fromthe GPFFR

The st andards

are effective for reporting periods that begin

after Septenber 30, 1999.
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MANAGEMENT" S DI SCUSSI ON AND

ANALYSI S

STATEMENT OF STANDARDS

1. Areport that presents a Federal reporting
entity's financial statenments in conformance

w th Federal accounting principles should

i ncl ude managenent's di scussi on and anal ysi s
(MD&A) of the financial statenents and rel ated
i nformati on. MD&A shoul d provide a clear and
conci se description of the reporting entity and
its mssion, activities, programand financi al
performance, systens, controls, |egal
conpliance, financial position, and financi al
condi ti on. NMD&A shoul d provi de a bal anced
presentation that includes both positive and
negati ve informati on about these topics. MD&A
shoul d be regarded as "required suppl enentary
information" as that termis used in auditing
st andar ds. ?

2. MD&A shoul d contain sections that address
the entity's:

o] m ssi on and organi zati onal structure;
o] performance goals, objectives, and
results;
o] financial statenents; and
o] systens, controls, and | egal conpliance.
’See section 558, "Required Supplenmentary Information,” in Codification of

Statements on Auditing Standards, Anerican Institute of Certified Public

Account ants (Al CPA).
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2 MANAGEMENT" S DI SCUSSI ON AN

3. MD&A shoul d i nclude forward-I ooking
information regardi ng the possible future
effects of the nost inportant existing,
currently-known demands, risks, uncertainties,
events, conditions and trends. NMD&A may al so

i ncl ude forward-1|ooking information about the
possi bl e effects of anticipated future demands,
events, conditions, and trends.® Forward-

| ooking informati on may conprise a separate
section of MD&A or may be incorporated with the
sections |listed above.

4. NMD&A shoul d di scuss inportant problens that
need to be addressed, and actions that have
been taken or planned. Actions needed, taken,
and pl anned may be di scussed within the
sections |listed above or in a separate section
of ID&A.

5. Because NMD&A must be concise if it is to be
useful, managenent nust sel ect the nost
inportant matters to discuss. This neans that
some itens that are material to the financial
statenents, notes, and other sections of the
GPFFR may not be di scussed in MD&A.

*The word "anticipated" is used in a broad, generic sense in this docunment. In
this context the term may enconpass both "probable" |osses arising fromevents
that have occurred, which should be recognized on the face of the basic or
"principal" financial statenents, as well as "reasonably possible" I|osses
arising fromevents that have occurred, which should be disclosed in notes to
those statenments. "Anticipated” may include the effects of future events that
are deened probable, for which a financial forecast would be appropriate. The
term may al so enconpass hypothetical future trends or events that are not
necessarily deenmed probable, for which financial projections rmay be
appropriate. Such information about the possible effects of anticipated future
demands, events, conditions and trends, if presented, should include the term
or label "projected" or "projection,” and the key hypothetical underlying
assunptions should be explained. As with other information presented in ND&A,
no exam nation of this information by the auditor is now routinely included
within the scope of an audit of a federal entity's financial statenents;
however, preparers and auditors may find useful background information in the
AlCPA's Statenments on Standards for Attestation Engagenents Nos. 1 and 4,
codified as section 200, "Financial Forecasts and Projections,” of the AICPA s

Codification of Statements on Standards for Attestation Engagements.
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STATEMENT OF STANDARDS

6. MD&A should deal with the "vital few'
matters; i.e., the nost inportant matters that
wi |l probably affect the judgnments and

deci sions of people who rely on the GPFFR as a
source of information. (The specific topics
mentioned in Concepts for Management®s
Discussion and Analysis are exanples of itens
that m ght be relevant for MD&A of a given
entity.) Matters to be discussed and anal yzed
are those that managenent of the reporting
entity believes it is reasonable to assune
coul d:

o] |l ead to significant actions or proposals
by top managenent of the reporting unit;

o] be significant to the managi ng, budgeting,
and oversight functions of Congress and
the Adm ni stration; or

o] significantly affect the judgnent of
citizens about the efficiency and
effectiveness of their Federal Governnent.

7. Managenent of the reporting unit is
responsi ble for the content ND&A.

8. The standards are effective for reporting
periods that begin after Septenber 30, 1999.

This Statement of Recommended Standards was
adopted
unanimo
usly by
the
eight
members
of the
Federal
Account
ing
Standar
ds
Advisor
y Board
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serving
on the
Board
in
April
1999.
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APPENDI X A:

BASI S FOR CONCLUSI ONS

Background, Rationale, and Project History

9. The Board identified MD&A as a topic for its
agenda shortly after the Board's inception. The
Board deferred work on this topic, however
until it conpleted recomendations for an
initial set of basic accounting standards.

10. FASAB published an initial exposure draft
on MD&A in January, 1997. It was presented as a
statenent of recomended concepts rather than
standards. The Board proposed that it woul d
deal with MD&A conceptually, with the
under st andi ng that OVB woul d provide
authoritative gui dance on MD&A to inplenent the
concepts. This approach woul d have been siml ar
to the one used to deal with the topics of
entity and display. The Board dealt with those
topics conceptually in SFFAC 2. OVB t hen

provi ded authoritative guidance in its Bulletin
on Form and Content.

11. The Board received comment |letters on the
initial exposure draft fromthe foll ow ng
sour ces:

FEDERAL NONFEDERAL
TOTAL

(internal) (external)
Cl TI ZENS, USERS, ACADEM CS 4 4
AND OTHERS*
AUDI TORS 7 3 10
PREPARERS AND FI NANCI AL 16 16
MANAGERS
TOTALS 23 7 30

“Thi s category incl
enpl oyees, f eder al
contractors, as well

udes representational organizations, retired federal
enpl oyees responding as individuals, and federal
as academ cs and ot her GPFFR users.
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6 MANAGEMENT' S DI SCUSSI ON AND ANALYSI S

Concepts and Standards

12. The first exposure draft asked respondents
whet her all or part of the exposure draft's
provi sions should be issued as recommended

st andards rather than recomended concepts.
Responses were m xed; nost of those who
comented on this question favored concepts,
but a significant nunber expressed the view

t hat standards woul d be appropriate. The Board
concl uded that, given the inportance of NMD&A as
an integral part of the GPFFR, it would be
appropriate for federal accounting principles
to include standards for ND&A.

13. At the sane tine, the Board concl uded that
MD&A shoul d be treated as required

suppl enentary information. The Board agreed
that it would recommend no detail ed

requi renents or guidelines for MD&A at this
time, beyond those in paragraphs 0-8. In other
wor ds, a discussion and anal ysi s by managenent
that addresses the listed topics should be
required, because it is an essential part of a
conplete GPFFR. At the sane tinme, managenent
shoul d have great discretion regarding what to
say about those topics, subject only to the
criteria in paragraphs 0-8 and the pervasive
requi renent that MD&A not be m sl eadi ng. The
standard itself, therefore, is not extrenely
prescriptive.

14. Because of this change from what was
originally exposed for conmment, the Board

deci ded to expose separately the proposed

st andards and concepts for further conmment. The
exposure drafts were issued in October, 1998;
responses were requested by January 1999.

The proposed standard, |ike the final
recomended standard, would require the auditor
to note the om ssion of MD&A or the failure to
address the specified topics. At the sane tine,
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BASI S FOR CONCLUSI ONS 7

RSI status for NMD&A--coupled with the | ack of
specific, detailed, prescriptive standards for
the content of MD&A--would mnimze the

requi renent for the auditor to scrutinize NMND&A.
This, the Board believed, would provide the
flexibility appropriate for dealing with topics
such as performance neasurenent at this point
in the evolution of federal financial

reporting.

Responses to Second Exposure Draft

15. The Board received comment letters on the
second exposure draft fromthe foll ow ng
sour ces:

FEDERAL NONFEDERAL

(internal) (external)

Cl TI ZENS, USERS, ACADEM CS 3 3
AND OTHERS

AUDI TORS® 3 3 6
PREPARERS AND FI NANCI AL 11 11
MANAGERS

TOTALS 14 6 20

16. Mbst comments were generally favorable, but
comments were m xed regardi ng sone points. A
few auditors and preparers expressed sonme
concern about requiring forward-| ooking
information as RSI. O hers expressed support
for doing so. After considering these
responses, the Board agreed to defer the
recommended i npl enmentati on date of the standard
by one year and to nake m nor editorial changes
to the standards and concepts that were exposed
for coment.

SIncludes the AICPA s Federal Accounting and Auditing Subconmttee and the
Conptroll er General's Advisory Council on CGovernnent Audit Standards.
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8 MANAGEMENT' S DI SCUSSI ON AND ANALYSI S

17. Although the resulting standard differs
fromprivate sector standards, the Board
expects that, in practice, the effect on
auditors will not be greatly different.® In the
private sector, corporations frequently include
with their annual financial report the ND&A
that they are required to file with the SEC.
Because it is required by the SEC rather than
by accounting standards, the auditor engaged to
audit the corporation's financial statenents
normal ly treats MD&A as "acconpanyi ng
information" that is not audited in the context
of the audit of the financial statenents. The
auditor also nmay review the subm ssion to the
SEC and may have certain responsibilities in
that regard, but the auditor's usual role
regarding MD&A i s, nevertheless, fairly
[imted.

18. Because this standard defines MD&A for
federal reporting entities as RSI, auditors

wi |l have certain responsibilities regarding
it; however, both the accounting standards
specified here and the auditing standards
specified by the AICPA (and incorporated in
Governnment Audit Standards) for RSI are rather
general . Therefore, the Board does not expect
that this standard will cause the auditor to be
deeply involved in review ng the contents of
VD&A.

19. More specific requirenments regarding the
content of NMD&A nmay be added | ater by OVB
acting on its own authority or pursuant to
future FASAB recommendati ons. For exanple, OVB
m ght at sonme tine in the future require
preparers to address certain of the suggested
items in Concepts for Management®s Discussion
and Analysis. OMB al so nmay provide nore

®The standard itself differs from the SEC s guidance for MDA in ways that
reflect the unique federal reporting environnent. This wll affect what
financial statenment preparers nust do to conply with the standard. For
exanpl e, reporting on performance of governnental prograns requires measures
in addition to net incone or net cost.

Federal Accounting Standards Advi sory Board
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BASI S FOR CONCLUSI ONS 9

speci fic guidance regarding the auditor's
responsibility for MD&A. That gui dance nmay cal
for nore extensive review of all or parts of
MD&A t han the m ni num contenpl ated by this
accounting standard in the context of current
audi ting standards. For exanple, OVB m ght at
sone time in the future decide that the m ni mum
scope of engagenents to audit federal financial
statenents should be expanded to include a
review or exam nation of all or parts of ND&A,
consistent wth attestation guidelines
publ i shed by the Al CPA. '’

Accountability Reports

20. The Board notes that the concept and
practice of the "Accountability Report”
continue to evolve through the pilot project
voluntarily undertaken by several agencies.?
The Board supports this evolution and
encourages agencies to participate in the pilot
project. The concepts and standards FASAB
recommends are intended to be applicable to the
GPFFR of Federal entities, whether those
reports are prepared pursuant to the Chief
Financial Oficers Act, the Governnent
Managenent Reform Act, or sonme future | aw that
m ght establish a statutory basis for
Accountability Reports. In the event of such
future legislation, OVMB will need to resol ve
any questions about how to apply existing
Federal accounting standards in the context of
new | egi sl ative requirenents.

'See Statement on Standards for Attestation Engagenments No. 8, Management®s
Discussion and Analysis, issued by the Auditing Standards Board of the Al CPA
March 1998.

8Account abi | i ty reports are broader in scope than traditional general purpose
financial reports. As explained by OVB: "Six pilot agencies volunteered to
produce an 'Accountability Report' for FY 1995 to provide nore useful
information to decision nmakers by linking together information required by
several managenent statutes....Accountability Reports integrate the foll ow ng
i nformation: the FMFIA report, the CFGs Act Annual Report (including audited
financial statenents); managenent's Report on Final Action as required by the
IG Act; Civil Mnetary Penalty and Pronpt Paynment Act reports; and avail able
information on agency performance conpared wth its stated goals and
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10 MANAGEMENT' S DI SCUSSI ON AND ANALYSI S

Forward-looking Information

21. MD&A shoul d include forward-| ooking
information regarding the future effects of

exi sting, currently-known demands, risks,
uncertainties, events, conditions and trends.
This kind of forward-looking information is
requi red when managenent believes it woul d be

i nportant to people who read the financial
report. Though not required, MD&A may al so

i ncl ude forward-1ooking information about the
possi bl e effects of anticipated future demands,
events, conditions, and trends. FASAB

encour ages nmanagenent to include forward-

| ooki ng i nformati on about the possible effects
of anticipated future demands, events,
conditions, and trends to the extent nmanagenent
bel i eves such information would be useful and
relevant. This information can be highly
useful , but managenent shoul d avoid turning
this part of MD&A into nere "l obbying” for nore
budgetary authority.

Incorporation by Reference

22. Some respondents expressed concern that, if
MD&A is to be regarded as RSI, audit problens
m ght arise from"incorporation by reference"
in MD&A of information drawn from other sources
that m ght not have been subject to audit or
review as basic or required supplenentary
information, and for which authoritative

gui dance had not been provided by a standard
setter. The Board noted that nost of those who
coment ed, including nost auditors, did not
appear to be greatly concerned about this
potential problem The Board concl uded,

objectives, in preparation for inplementation of GPRA " Federal Financial

Management Status Report and Five Year Plan, June 1996, pp. 33-34. Twelve
agenci es produced accountability reports for FY 1997; eighteen plan to do so

for FY 1998; the nunmber will increase to 23 for FY 2000. (The requirenent to
include Civil Mnetary Penalty and Pronpt Paynent Act reports has been
del eted.)
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BASI S FOR CONCLUSI ONS 11

therefore, that any such probl enms were not
likely to be insurnountable. The Board did,
however, agree to defer by one year the

i npl enentation date of the standard to all ow
OMB and GAOtine to resolve any audit issues
that may ari se.
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